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Two private railroad companies that were created as part of the government's privatization of the
state-run rail company Ferrocarriles Nacionales (FERRONALES) announced plans in late January to
merge their operations. But the merger proposal has been challenged by a third railroad company
that also gained concessions during the FERRONALES divestiture.
The proposed merger, which is awaiting approval from Mexican regulatory authorities, would
consolidate the northwest operations of Ferrocarril Mexicano S.A. de C.V. (Ferromex) and southeast
routes of Ferrocarril del Sureste (Ferrosur). Ferromex, which is partially owned and operated by the
mining company Grupo Mexico, was formed when FERRONALES privatized its routes connecting
four points along the Mexico- US border with Monterrey, Guadalajara, Mexico City, and the key
ports of Manzanillo on the Pacific Coast and Tampico on the Gulf Coast (see SourceMex, 1997-05-21,
1998-06-10).
Ferrosur is partially owned and operated by Grupo Financiero Inbursa and Empresas Frisco, the
mining subsidiary of Grupo Carso. The two companies acquired controlling interest in Ferrosur in
1999 from engineering company Tribasa, which was facing major financial troubles (see SourceMex,
1999-07-21).
Tribasa had gained the concession to FERRONALES southeastern routes in June 1998 (see
SourceMex, 1998-07-08). Under the merger agreement conducted through the Mexican stock
exchange (Bolsa Mexicana de Valores, BMV), Ferrosur would transfer 100% of its shares to Ferromex
subsidiary Infraestructura y Transportes de Mexico (ITM). In exchange, Grupo Carso would gain
control of 20% of ITM. The two railroad companies said the merger allows easier connections
for cargo shipments between the Mexico City- Guadalajara-Monterrey industrial corridor and
southeastern ports, particularly Coatzacoalcos in Veracruz state.

Third railroad company opposes merger
The merger has been challenged by Transportes Maritimos Mexicanos (TMM), which operates
Transportes Ferroviaria Mexicana (TFM). TFM controls rail operations in the northeast region,
which connects Mexico City with Nuevo Laredo in Tamaulipas state. This concession was awarded
in 1996 (see SourceMex, 1996-12-11).
TMM officials said the proposed merger violates Mexico's 1995 privatization act because the
transaction boosts cross- ownership beyond the 5% allowed by law. It also has the potential of
reducing competition and increasing shipping rates. "A merger of this type is contrary to the
interests of the users," said TMM official Jose Serrano.
But executives of the two companies seeking the merger are confident that the transaction
will receive the blessing of federal authorities. "There is a positive attitude [on the part of the
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authorities,]" Hector Garcia, deputy director of investor relations for Grupo Mexico, told Reuters.
Some private analysts concur with that assessment. "I imagine authorities prefer a sector with
more critical mass instead of various small operators with no scale or access to capital," said
transportation-industry analyst Jorge Beristain of Deutsche Banc Alex. Brown in New York. Beristain
said Mexico needs to make its rail industry more efficient to better coordinate rail shipments with
US carriers. Roughly one-tenth of Mexican cargo now travels by rail, compared with 40% of US
cargo.
The Ferromex-Ferrosur proposed merger appears to be part of the commitment of Mexico's three
private railroads to expand investments in Mexico. In a report published in late January, the
Secretaria de Comunicaciones y Transportes (SCT) said the three companies had pledged to spend
6.6 billion pesos (US$723 million) to expand operations over the next five years. The three companies
spent a total of 2 billion pesos (US$219 million) in 2001, the SCT said.

Government seeks to revive passenger rail service
The Mexican government is also attempting to resurrect passenger rail service. In late January, the
SCT assigned the Mexicali-Tecate route to the government of Baja California state. State officials are
expected to seek private investors to operate passenger service between the cities of Mexicali and
Tecate, both of which border the US.
Deputy transportation secretary Aaron Dychter said the concession of the Mexicali-Tecate route
could be the first step in reviving passenger rail service in Mexico, which was cut back significantly
during the administration of former President Ernesto Zedillo (see SourceMex, 1996-10-09).
The only viable passenger routes currently operating in Mexico are the ones geared to tourism, such
as the Barranca del Cobre line that connects Chihuahua and Sinaloa states. The government also
plans to construct a commuter rail line in Mexico City (see SourceMex, 1999-03-04). "We are looking
at the possibility of promoting passenger service in Aguascalientes, Nuevo Leon, and Mexico City,"
said Dychter. [Note: Peso-dollar conversions in this article are based on the Interbank rate in effect
on Feb. 6, reported at 9.12 pesos per US$1.00] (Sources: Notimex, 01/24/02, 01/25/02; La Cronica de
Hoy, La Jornada, Reforma, 01/28/02; Reuters, 01/25/02, 1/30/02; El Universal, 01/30/02)
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